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VIA ELECTRONICFILING

Ms.MarleneH. Dortch
Secretary
FederalCommunicationsCommission
445 Twelfth Street,S. W. — RoomTWB-204
Washington,D. C. 20554

Re: Exparte, CCDocketNo. 96-149,VerizonPetition for Forbearancefromthe
Prohibitionof sharingOperating,Installation,andMaintenanceFunctionsUnder
Section53.203(a)(2)ofthe Commission’sRules

DearMs. Dortch:

OnMonday,September8, 2003,AryehFriedmanandtheundersignedofAT&T and
Dr. Lee Selwyn,Presidentof EconomicsandTechnology,Inc., met with William Deverand
Christi Shewmanof theWirelineCompetitionBureau’sCompetitionPolicy Division. The
purposeofthemeetingwasto discussDr. Selwyn’sargumentsaboutthecosts and/orsavings
Verizonwill incur if it is allowedto providelongdistanceoperation,installationand
maintenancefunctionson anintegratedbasisas well as thepotentialfor anticompetitive
misallocationof costsbetweenVerizon’s regulatedandcompetitivelinesof businesswithout
the existingstructuralseparationbetweenVerizon andits long distanceaffiliate. Eachofthese
topics is coveredin detailin previouslysubmitteddeclarationssponsoredon behalfof AT&T
by Dr. Selwyn. The attacheddocumentprovidesasummaryofthe topicsdiscussedandwas
distributedatthe meetingto the Commissionstaffin attendance.

Consistentwith Section1.1206ofthe Commission’srules,I am filing oneelectronic
copyof thisnoticeandrequestthatyouplaceit in therecordof theabove-captioned
proceeding.

Sincerely,

ATTACHMENT

cc: W. Dever
P. Megna
C. Shewman
R Tanner
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CC DocketNo. 96-149
VerizonPetitionfor ForbearancefromtheProhibitionof Sharing

OI&M FunctionsUnderSection53.203(a)(2)of the Commission’sRules

Integration of Verizon LEC/affihiate OI&M will result in pervasiveand anticompetitive
misallocationof costsbetweenVerizon’s regulated and competitive lines of business.

• When thesamepool of corporateresourcesis utilized to jointly supportregulatedmonopoly
and nonregulatedcompetitive services,Verizon assignsonly the short-runincrementalcosts
to thecompetitiveservice,suchthat all or virtually all ofthegainsfrom integrationinure
solelyto its competitivelinesofbusiness.

• Verizon’s Sec.272(b)(5)disclosuresdemonstratethat for servicesthat Verizondoesnot also
offer to non-affiliatedrivals, it chargesits Sec.272 affiliatesonly theadditional short-run
incrementalcoststhatareover andabovethecoststhatwould existanywayto supportthe
monopolyservicesif the competitiveservicesdid not exist.

• In thoseinstanceswhereVerizondoeschargeits affiliate thesamepriceit chargesothers,the
affiliate frequentlyignorestheseintracorporatetransferpaymentswhensettingits own retail
prices,creatingapricesqueezefor its rivals.

• If Verizon’scompetitiveaffiliates arepermittedto “piggy-back” on theLECs’ corebusiness
andresources,andsincesuchopportunitiesarenot offeredto non-affiliatedrivals, thenthose
entitiesacquireanunfair andpotentiallyinsurmountablecompetitiveadvantageovernon-
integratedrivals, enablingVerizonto imposea pricesqueezethatwill ultimatelydrive rivals
out ofthemarket.

• RBOCshavefoundothercreativemeansfor transferringcostsfrom theircompetitivelinesof
businessto theirmonopolyLECs. For example,SBCfirst madePacific Bell utilize theSBC
brandandmark in placeofPacBell’sownlongstandingandhighly recognizedcorporate
identity, andthenimposeda $400-millionperyear“licensefee” uponPacific Bell for its “use”
oftheSBCbrand.

Most ofthe “savings” that Verizon claims will result from OI&M integration appear to
result from thetransfer of costsfrom theaffiliates to theLECs, rather than from a net
avoidanceofcostsoverall.

• Themagnitudeof the“savings” that Verizonclaimsit will realizeif theaffiliates’ OI&M
functionsare“absorbed”by theVerizonLECs confirmsthat Verizonintendsto compensate
theLECs only for thoseaffiliate OI&M functionsthattheLEC is not ableto “absorb” — i.e.,
that will entailadditional costs,suchasthehiring of additionalpersonnel.
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• Moreover,Verizon’s “absorption”theorypresupposesthatits LECs currentlyhaveexcess
capacityin theform ofidle personnel.

After-the-fact audits and expostregulatoryactions cannot correct or reversethe
competitivegains that Verizon can achievethrough such misallocation and discrimination.

• Verizonandthe otherRBOCshavebeenableto makeunprecedentedgainsin marketshare
sincereceivingSec.271 authorizationby exploitingtheir integrationopportunitiesand
preemptiveaccessto ILEC customers.

• While Sec.272(b)(5)requiresthattheLEC and Sec.272 affiliate dealwith eachother“at
arm’s length,” actualconductconfirmsthatthis statutoryrequirementis beingsystematically
flouted. For example,VerizonLEC personnelactivelypromoteVerizonLong Distanceon
inboundcustomer-initiatedcontactsandin so doing assistVLD in cannibalizingtheVerizon
LECs’ intraLATA toll customerbaseto theeconomicdisadvantageoftheLEC. VLD has
not compensatedtheVerizonLECs forthefull andfair marketvalueoftheinformationand
inboundcontactsthattheVerizonLECs furnish, gratis,to VLD.

• In thetwo- to threeormoreyearsthat intervenebetweentheinitiation ofunlawful conduct
by Verizonandits ultimatedetectionin an audit andeliminationthroughaffirmative
regulatoryaction,Verizoncouldamassenormousmarketsharegainsthat rivalsinjuredby its
practiceswould haveno practicalmeansfor recovering. Put anotherway,whatever
“penalty” or“punishment”might ultimatelybe imposeduponVerizonfor suchconduct
would representlittle morethanan inconsequentialslapon thewrist, a“cost ofdoing
business”thatwould haveno perceptibleimpactuponVerizon’sconduct.

The “costs”ofcontinued OI&M separation, jf anyactuallyexistat all, area small societal
price to pay to help assurethe developmentand sustainability of a competitive
telecommunicationsmarket.

• Fromthevery outset,theFCC recognizedthat competitionmight resultin the lossof short-
runstaticefficiencies,but determinedthatthedynamicgainsfrom competitionwerewell
worth that “cost” in termsofthepotentiallossesin scaleof production:

Dataandotherspecializedusersmayrequirenot only adifferent applicationof
communicationstechnology,but alsohaveservicerequirementsthat areheterogeneous
in character.... To theextentthat customersmaybeattractedby any or all oftheseor
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otherfeatures... it is a reasonableconclusionthattheeffect ofnewentrywould be
expansionofthetotal communicationsmarket. Moreover,competitionwithin the
marketfor specializedservicesshouldmotivateinnovationsormodificationsin the
serviceofferingsand/orfacilitiesby all carriersservingthat marketandthusproduce
evengreatergrowthratesin total specializedtraffic thanthegrowthratesprojectedin
thecontextoftheexistingindustrystructure.’

In fact,themushroomingoftelecomtechnology,innovation, investment,and demandthat
havebeendrivenby the interexchangecompetitionspawnedby that 1971 ruling confirmthe
importanceofthis policy. Now is not thetime to backtrackandto affordgreaterimportance
to staticefficienciesthanto dynamicgains.

• Verizonhasnotprovidedany credibleevidencethat OI&M separationcreatesstatic lossesin
efficiency,but evenif such“losses” arepresent,thepotentialharmto competitionfrom
OI&M integrationwould still not justify thatpolicy concession.

1. SpecializedCommonCarrier Services,29 FCC2d 870, 907 (1971).
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